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INFLATIONARY PROBLEMS BEDEVIL BOTH U.S. AND U.S.S.R. 


HE extent to which the decline last week of 

stock and farm commodity prices represents a 
turning-point in what has hitherto been a steadily 
increasing post-war wage-price spiral is not yet clear. 
In both official and trade circles, the development 
is ascribed primarily to a revision by producers and 
traders of their previous estimates of world sup- 
plies and requirements. An improvement in the crop 
situation abroad this year is expected to result in a 
smaller foreign demand for American food. On the 
domestic front, Department of Agriculture experts 
have noted that recently livestock and poultry pro- 
ducers have shown greater resistance to the high 
cost of corn and wheat as feedstuffs, and are buying 
on a reduced scale. At the same time, high meat 
prices are forcing many consumers to curtail their 
purchases. In this respect, the upward price trend 
for food may well have reached a point where the 
lack of buying power is forcing a reversal. But even 
assuming that the downturn continues, a limit to the 
fall is set by Washington’s policy of supporting ag- 
ricultural prices at relatively high minimum levels. 
This procedure is based on the prices which farmers 
pay for the manufactured goods they buy, and as 
yet no sign of a decline has appeared in this sector. 
On the contrary, the main factors responsible for 
the inflationary trend here and overseas remain 
practically unchanged. 

U.S. ECONOMIC POTENTIAL. The fact that 
nearly every country is undergoing a post-war infla- 
tionary boom is abundantly illustrated in the data 
collected by the Department of Economic Affairs of 
the United Nations. In a study entitled, “Salient 
Features of the World Economic Situation, 1945- 
47,’ which was released on February 4, the sizeable 
gap between production and consumption in the 
devastated areas is shown in considerable statistical 


detail. But while the same gap also exists in the 
United States, the economic potential of this coun- 
try has undergone a tremendous increase, during 
and since the war, both absolutely and relatively. 
The significance of this change in the position of the 
United States is noted in the UN report. In fact, the 
shift in the distribution of the world’s productive 
power is the main reason why there is such an acute 
shortage of dollar exchange. Moreover, the key po- 
sition of the United States in the world economy 
“is also responsible for the apprehension with which 
the factors underlying the present level of United 
States production are being regarded.” Abroad there 
is widespread fear that the conditions responsible 
for our prosperity may prove transitory, in which 
event a decline in income and employment here 
would have “devastating deflationary effects on the 
economies of other parts of the world.” How im- 
portant the American economy has become is 
summed up in the trade data, which reveal that 
whereas in 1938 this country was already the world’s 
largest exporter and accounted for 14 per cent of 
the value of total international trade, by the first 
half of 1947 exports had risen 2.5 times in volume 
and 5 times in dollar value, constituting one-third 
of the world total. 

WORLD-WIDE INFLATION. Despite its vast 
productive capacity, the American economy has ex- 
perienced an almost constant upswing of prices and 
wages, with increasing distortion in the saving-in- 
vestment process and in the relationship of consumer 
incomes and outlays. While our resources are enor- 
mous, the demands made on them are much larger 
than in the pre-war period. Both here and in other 
leading industrial nations, particularly those whose 
economies were devastated, production has not 
matched the growing demand. The spending power 
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of consumers has been large because of the back- 
log of demand built up during the war; at the same 
time, the high level of employment associated with 
a record volume of capital formation has also greatly 
increased consumer income. The need for producers’ 
goods is also pressing; abroad there are manifold 
requirements of reconstruction and war-postponed 
development, while in this country an increased do- 
mestic demand and record export surplus both re- 
quire a greater productive capacity. But in making 
additions to plant, equipment and inventories, pur- 
chasing power is created without a simultaneous 
expansion in the flow of consumer goods and serv- 
ices. As a result of this and other factors, such as 
profit taking, strong inflationary pressures are gen- 
erated. In brief, the over-all picture, overseas as 
well as in this country, is that of a vast boom in 
capital formation, which in almost every country— 
the United States included—is proceeding at a rate 
higher than the current volume of savings. Credit 
has been greatly expanded, both on governmental 
and private account, and in these circumstances in- 
flationary pressures have become increasingly diffi- 
cult to control. For the future, the crucial question 
is whether a tapering-off of additions to productive 
capacity will be accompanied by a sharp decline of 
employment and income. In other words, will the 
boom be followed by a bust? 

ECONOMIC PROBLEMS OF U.S.S.R. The diffi- 
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culties which arise when a private enterprise econ- 
omy undertakes a rapid expansion of its capacity 
to produce are not avoided by countries with a So- 
cialist system; nor is the U.S.S.R., with its totally 
planned society, free of some of the problems that 
preoccupy the United States. In the Soviet budget 
for 1948, which was presented to the Supreme So- 
viet on January 31 by the Finance Minister, Arseny 
G. Zverev, internal economic difficulties are revealed 
with unusual candor. “Some highly essential branches 
of our economy,” it is pointed out, “contained im- 
portant shortcomings in fulfillment of state tasks.” 
Speaking on February 5, the Finance Minister re- 
marked that only the most important and urgent 
construction projects can be undertaken this year. 
Underlying this strained budgetary situation is the 
fact that available resources have proved inadequate 
to meet the requirements originally projected for 
producer and consumer goods. 


In the meantime, the Moscow press is interpreting 
the current decline in American commodity prices 
as positive proof that a devastating depression is 
underway; on the other hand, observers in this coun- 
try consider the Soviet budget disclosures as a full 
vindication of their view that, however tightly con- 
trolled, the economy of the U.S.S.R. is not immune to 
serious production disturbances. 


Haro_p H. HUTCHESON 


NAZI-SOVIET DOCUMENTS THROW LIGHT ON CURRENT PROBLEMS 


Judging from the Nazi-Soviet documents, Hitler’s 
rapid and practically unopposed conquest of Den- 
mark, Norway, the Low Countries and France by 
June 1940 startled Russia as much as it did the 
United States. When Molotov, at Ribbentrop’s in- 
vitation, visited Berlin on November 12 and 13, 
1940, Hitler sought to persuade him that Germany 
had won the war. He invited Russia to join the Reich 
in bringing hostilities to a close, and in liquidating 
the British Empire. During these conversations (in- 
terrupted at one point by a British air-raid), Hitler 
did most of the talking, while Molotov, who in the 
spring of 1940 had received a British mission headed 
by Sir Stafford Cripps, indicated considerable skep- 
ticism about Hitler's claims of victory over Britain. 

Perhaps the most striking aspect’ of the Berlin 
talks was Hitler's grandiloquent effort to direct 
Russia from Europe toward expansion in the area 
of the Persian Gulf and India (reminiscent of Bis- 
marck’s successful attempt in 1878 to draw France's 
attention from Alsace-Lorraine to Tunisia). Every 
time Hitler painted a glowing picture of the future 
that awaited Russia outside Europe, Molotov, with 
dogged persistence, brought the discussion back to 
Germany's plans with respect to Finland and Bul- 
garia which had become pivotal points of the fluc- 


tuating boundary between the German and Russian 
spheres of influence. By spring it had become evi- 
dent that the tide of German conquest was turning 
from the West to the Balkans, where Russia in 1939 
had claimed to have special interests. The Soviet 
government thereupon opened negotiations for a 
pact of friendship and nonaggression with the anti- 
Nazi government of Yugoslavia and, on April 13, 
concluded a nonaggression pact with Japan designed 
to safeguard its position in the Far East in case of 
German attack from the West. 

SOME LESSONS OF NAZI-SOVIET DOCU- 
MENTS. While definitive conclusions must be held 
in abeyance pending publication of documents on 
the entire history of the pre-war decade and the war 
years, some of the lessons that can be drawn from 


the Nazi-Soviet documents may be of value. 

1. Did Russia Precipitate World War 11? A number 
of observers have contended since 1939 that Russia’s ac- 
ceptance of the German nonaggression pact constituted a 
betrayal of the West, and that Russia precipitated World 
War II. It has also been said, with hindsight, that had 
Stalin been really shrewd, he would have joined the West- 
ern powers against Germany, and thus assured Hitler's 
early defeat by a two-front war. 

It would be difficult to demonstrate, however, that under 
the circumstances existing in the summer of 1939, Russia 
owed anything to the West which, for its part, had clearly 
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indicated at Munich a year earlier that it felt under no 
obligation to safeguard Eastern Europe, let alone Russia. 
In the absence of further information, it is hard to believe 
that Russia, by mere inaction, would have prevented Ger- 
many'’s expansion, long planned by Hitler and proclaimed 
by him in advance to the world. What is known is that 
inaction on the part of Britain, France and the United 
States did not prevent Hitler from seizing the Sudetenland, 
Austria, and Bohemia and Moravia. 

Should Russia, then, have rejected the nonaggression 
pact, in the hope of averting a German attack on Poland? 
The risk faced by Moscow was that Hitler, who had hith- 
erto shown no inclination to abandon his program of ex- 

nsion, would attack Russia itself. Nor could Russia, 
which by its own estimate was unprepared for a major 
conflict with Germany, count at that time on adequate 
assistance from Britain and France. In the existing state of 
international confusion and conflict, Hitler would have 
proceeded to achieve his aims in Europe one way or an- 
other—and sooner or later war would have occurred. 
Meanwhile Russia, painfully aware of its own relative 
weakness, doubtless saw an advantage in having both the 
Western powers and Germany reduced in strength through 
war in the West. 

2. Should Russia Have Abstained from Acquisitions? 
It is on this point that critics of Russia’s actions in 1939-41 
are on particularly strong ground. They take the view that, 
even if Russia was unable or unwilling to join issue with 
Germany over Poland, it should at least have remained 
aloof, and abstained from sharing in the territorial changes 
precipitated in Eastern Europe by Hitler. 

Few responsible non-Soviet commentators would under- 
take to justify the dissolution and partition of the Polish 
state or the forcible incorporation of the Baltic countries 
into the U.S.S.R. In view of Hitler’s previous record, how- 
ever, it seems more than probable that, had Russia ab- 
stained, Germany would have occupied all of Poland, as 
well as the Baltic states, and would have used Finland as a 
springboard against Russia. Moreover, while arguments 
drawn from historic claims are no longer in good repute 
(although successfully invoked as late as 1919), a his- 
torian would have to mention the fact that the Baltic states, 
Finland, Bessarabia, and a considerable part of eastern Po- 
land had been part of the Tsarist Empire for varying 
periods of time before Russia’s defeat by Germany in 1917. 
It must be borne in mind, too, that Poland itself, after 
Munich, did not hesitate to claim a portion of dismembered 
Czechoslovakia. 

3. Did Stalin’s Demands Cause Hitler's Invasion? Some 
observers have claimed that Russia’s insistence on a domi- 
nant role in the affairs of Southeastern Europe caused Hitler 
to abandon cooperation with Stalin, and invade Russia. 
A study of Mein Kampf offers convincing evidence that 
seizure of Russia's territory and natural resources had al- 
ways been a basic objective of Hitler. Having failed to 
persuade Molotov in Berlin that Russia should seek its 
destiny in Asia, Hitler on December 18, 1940 decided to 
go full speed ahead with “Operation Barbarossa’”—the 
plan “‘to crush Soviet Russia in a quick campaign . . . even 
before the conclusion of the war against England.”” When 
the stage was all set for the German-Russian break, Hitler, 
who had consistently opposed cooperation with Russia, 
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wrote to Mussolini on June 21, 1941: “I again feel spirit- 
ually free.” 

4. Russia Opposed War—but Safeguarded its Interests. 
Throughout the two-year period covered by the Nazi-. 
Soviet documents, the Soviet government did everything 
it could to avoid war with Germany—in spite of a fierce 


barrage of propaganda from both sides. This ience 
— an illuminating background for Gen Eisen- 
ower’s statement of February 5, in which he expressed his 


belief that the Soviet Union had no current intention of 
deliberately provoking war. 


At the same time, in 1939, Stalin and Molotov made it 
clear that, if any “rearrangements” were to take place as a 
result of Germany's actions, the Kremlin intended to safe- 
guard what it considered to be Russia’s territorial and 
litical interests. These interests were defined as lying in 
the first instance in the area from the Baltic to the Black 
Sea, where Russia had long played an important role. 

MYTH AND REALITY. The publication of the 
Nazi-Soviet documents has served one immediate 
purpose. It has destroyed some myths, and pointed 
up some realities. One of the myths, cultivated by 
Soviet propaganda, is that Russia, unlike other, “im- 
perialistic,” great powers, would refrain from en- 
croaching on the interests of small nations. This, 
as a matter of fact, was the position of Lenin who, 
in 1917, opposed all territorial annexations and in- 
demnities, and denounced on behalf of Russia the 
special rights and privileges obtained by the Tsarist 
government in prerevolutionary secret treaties. 

The Western powers, for their part, perhaps un- 
consciously, have fostered the myth that, by ab- 
staining from action against Hitler while he was 
quite obviously getting ready for war, and making 
no territorial gains from agreements with him, they 
performed a constructive role in international af- 
fairs—as contrasted with the destructive role at- 
tributed to Russia. The reality would appear to-be 
that the United States, with its highly developed 
industrial effectiveness and its potential strength 
on sea and in the air, would have been a far greater 
deterrent to Hitler than Russia, had we chosen to 
use our power in adopting a firm stand toward 
Germany and making our own objectives clear to 
the rest of the world. At a time when new tensions 
of a warlike nature are rising throughout the world 
it might be salutary for us to,study, not only Rus- 
sia’s acts of commission, but our own acts of omis- 
sion—and examine ways and means of avoiding in 
the future some of the mistakes of the past. 

Professor Zechariah Chafee of Harvard University 
on January 22 told the UN Subcommission on Free- 
dom of Information and the Press: ‘““We are all to 
blame. ... But it is not fair that my country should be 
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singled out as the only one that has done wrong. . . . 
I resent the United States being called ‘imperialist.’ 
It appears to be imperialist to cross 3,000 miles of 
water and occupy an island, but it does not seem 
to be imperialist to cross hundreds of miles of land 
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and occupy all of it. We should not just call one 
another names. . . . But that is the past. That is an 


old game and a bad game. We must play a new 
game.” 


VERA MICHELES DEAN 
(This is the last of three articles on the Nazi-Soviet Documents.) 


WASHINGTON DIVIDED ON ROLE OF GERMANY IN ERP 


The post-war debate on American policy toward 
Germany is now entering a new phase. Whereas con- 
troversy originally raged over the problem of wheth- 
er Germany should be given a “hard” or “soft” 
peace, the fundamental question at present is how 
German production can contribute to the ERP. 
Hence the current conflict within and among the 
various governmental agencies concerned with Ger- 
many no longer centers on how leniently or harshly 
the Germans should be treated but, rather, how Ger- 
many’s productive powers can be revived without 
endangering the recovery of other European nations. 

GERMANS GIVEN ECONOMIC POWERS. 
The reply of American Military Government officials 
to this question is that the Germans themselves 
should enjoy a large measure of control over their 
economic affairs without, however, being permitted 
to exercise political powers. This policy has found 
expression in the new “ersatz” government which 
the United States and British authorities in Ger- 
many worked out with German political leaders last 
month and put into effect on February 9. Under this 
arrangement the combined British and American 
zones will have a regime for economic affairs which 
clearly follows the pattern of Germany’s pre-Nazi 
federal government. Its principal organs will be a 
bicameral legislature, one of whose branches will 
be elected by the assemblies of the component states 
while the second will be designated by the state 
governments; a supreme court; and an executive 
agency composed of at least six members. Although 
these bodies are to deal only with economic affairs, 
the distinction between “‘political’” and “economic” 
powers may prove academic in many cases. In fact, 
it is the hope of the Military Government authorities 
that these powers will prove great enough to stimu- 
late the Germans to work more eagerly than here- 
tofore in raising their sagging level of production. 

CONGRESS PRESSES FOR CHANGE. Despite 
the extent to which American policy has been modi- 
fied since the early period of the occupation, it has 
not kept pace with the demands being made by some 
members of Congress. In a report issued on Febru- 
ary 6 the five-man subcommittee on Germany of the 
House Select Committee on Foreign Aid declared 


“that the United States should adopt a new set of 


political, economic and social practices in Germany 
in order to gain German cooperation in the develop- 
ment of “the Free States of Europe as a bulwark of 
world peace and of free institutions.” 


After spending four weeks of travel and study 
in Germany last autumn, this Congressional sub- 
committee concluded that it would be desirable to 
encourage the states of Western Germany to form 
a full-fledged constitutional government, thus re- 
ducing American personnel in Germany to a mini- 
mum. In the economic field the Congressmen indi- 
cated their belief that American policy should be 
designed to give the Germans greater incentives than 
they have at present. They urged, for example, that 
the Germans be permitted to retain for industrial 
and heating purposes all the coal mined beyond the 
“minimum essential exports” of coking coal to lib- 
erated neighbors. At present the European Coal 
Commission allocates 21 per cent of Germany's pro- 
duction for export. The Congressmen further pro- 
posed that all denazification proceedings be brought 
to an end by May 8, the third anniversary of V-E 
Day, and an amnesty be proclaimed for all “lesser 
offenders” not cleared by that date. As another step 
toward securing German cooperation, the Congres- 
sional body suggested that the United States require 
all the ERP nations to release their German prisoners- 
of-war as a prerequisite to receiving American aid. 

In essence, the Congressional report maintains 
that it is foolish to pour large sums of money into 
the ERP if the United States fails to obtain the 
potentially important cooperation of the Germans. 


WHAT ARE EFFECTS ON FRANCE? Never- 
theless, some officials responsible for American pol- 
icy in Germany feel that there are several reasons 
why they cannot go as far as the Congressional sub- 


were permitted to retain more coal, French industrial 
production would be seriously curtailed. Moreover, 
the suggestion concerning German prisoners would 
require France to return its 300,000 German laborers 
before their scheduled repatriation at the close of 
1948. On February 8, in a letter to Senator Vanden- 
berg, Secretary of State Marshall declared that the 
German dismantling and reparations program could 
not be broken off without throwing into jeopardy 
the “unity of purpose and feeling” essential to 
European recovery. A State Department memoran- 
dum attached to the letter contends that the German 
reparations program, including the taking down and 
transfer of plants to other countries, would aid 
rather than hamper the economic recovery of Europe. 


WHINIFRED N. HADSEL 
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